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TRACT

aim of this study is to examine the impact of international remittances on financial development in West African

mtries. In order to achieve the research objectives, secondary data was collected from World Bank Indicator from

0 to 2020. Balanced panel data analysis was employed in the study. A model was adopted in the study and from

analysis, the study revealed that international remittances inflow is a significant determinant of financial
velopment in West African countries at 1% level of significance level. It was further revealed that trade openness
s positive relationship with financial development in West African countries. F inally, the findings also revealed that
exists a negative relationship between international remittances and financial development in West African

tries at 1% significant level. The study concluded that international remittances are significant determinant of
ancial development in West African countries. Therefore, the study recommends that enabling environment should
e provided by regulators of financial institutions which will open the economy to international trade and also attracts
ernational remittances in order to improve the financial institutions in West African countries.

_ INTRODUCTION
Remittances serve as a significant source of savings and capital for investment and

entrepreneurship, resulting in increased productivity and employment, which leads to economic
* advancement in a country. Remittances, which account for roughly 27% of GDP in emerging
_ countries, have recently become one of the most important sources of international capital inflows
(World Bank, 2020). The huge growth in the volume of remittances to poor countries can be linked
' to improved immigration between developed and developing countries, as well as technical
advancements that have facilitated low-cost international financial transfers between individuals
(Meyer & Shera, 2017). Despite the tremendous benefits of remittances to developing countries'
performance, the influence of remittances on financial growth remains unclear (Kumar,
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Stauvermann, Patel, & Prasad, 2018). While some studies (such as Meyer and Shera, 2017

e i and financial ¢
it tion between remittances evelo
Kumar et al., 2018) found a positive assoCl_a : and financia :
others found a negative or zero relationship between rem:tt;i’:;ezf a strong lﬁilag;::)}v;h o
Simmons, 2015). It is impossible to overstate the impo e vt ial sectq,
economic efficiency and the transfer of remittances to more in

. » g industy,
; strengthens a count i1
Financial development enhances economic growth an gt TY'S resiligne,
Financial development, according to Sa

hay, Cihik, N’Diaye, Barajas, Bi, Ayala, Gao, Kyobe
Nguyen, Saborowski, Svirydzenka, and You;eﬁ (2015), mobflllze§ ksa(;{lngS,_ encoury é
information sharing, improves resource allpcauon, 'and allowsh ]ort risk .1\{cr51ﬁc§noﬂ b
management. In the same way, deep and liquid financial systems help 10 mtl){lll_rmze t'he impacyof
shocks in any economy, financial development ?ISO supports ﬁngncm dSta thty. D_lVerSlﬁcaﬁOn
opportunities, access to financial intennediatio_n, information quality, and attractive Incentives f,
safe lending and monitoring are all part financial development (Ewetan & Ike, 2014),

Financial system improves resource allocation efficiency an'd, as a result, it 1mproves a counry
absorptive ability for international remittance inflows. A highly de\_'eloped ﬁll1an01§1 system, fy
particular, may aid the technology diffusion process lmke@ with  intematiop|
remittances.However, remittances in West African countries, have a high cost of sending, iy
addition to other costs such as check cashing, conversion fees, and charges on internationa] money
transfers, which limits the amount they send back to their home countries. The cost of sending
money to African countries from overseas is about twice as much as it is to send money to any
other part of the world (World Bank, 2020). While it costs an average of 8.5 percent to send fyr
example, $200 to SSA in 2020, it cost an average of 5 percent to send same amount to South Asi
and the Middle East and North Africa respectively. A report by the Overseas Development Institute
(ODI) estimated a mid-range annual loss of US $1.8 billion as a result of high remittance costs
through the formal channels in Africa (Watkins & Quattri, 2014).

Again, according to Orozco (2004), the cost of receiving remittances in rural areas is substantially
higher due to the long distances people must go to collect their funds. Recipients are frequently
charged handling fees or face unfavorable exchange rates when collecting funds. Similarly,
households in Africa's rural sector got far fewer remittances from Asia than their urba
counterparts. More telling is the fact that just 30 to 40% of all remittances go to rural areas (Affice
Focus, 2010), despite the fact that the majority of the population lives in cities. The gapit
remittance distribution amongst household highlighted the need for financial institutions to expan
their presence in rural areas so as to help in distributions of these remittances. Yet, about 60%df
the adult population of African countries remained unbanked with reduction in the usage of bai®
products and services thereby limiting their easy access to international remittances (EFINA
(2018) and relying on risky and expensive informal ways of channeling international remittancé

Data on remittancg is imperfect, and thus understates the total volume of remittances in Afi%
Many poor countries, on the one hand, do not include remittance statistics in their balancé®
payments. Remittances are frequently transmitted through informal channels such as friends
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relatives because fees for sendi g gL
: sending money (for exs : S Sany g nABICHS of
established money transfer ¢ A e g

SR Ao Ompanies) are relatively costly. Furthermore, because remittances are

. © Teceivers may need to obtain financial instruments that enable these
monies to be safely mamtained in bank deposits, even if the majority of these payments were not
l1a11§lcd through the institutions where they are placed. The financial institutions of Sub-Sahara
African countries are still affected with cases of poor performance of loans and advances
(Kola\}'olc..2020). Interest rates charged by financial institutions have been excessively high and
it has impaired the efforts of financial regulators in improving the financial accessibility in Sub-
saharan Africa. A sngfuﬁcam Proportion of credit transactions in SSA still take place in the
informal markets, dCSPllC governments efforts aimed at channeling credit to the productive sector
lhro_ugh the commercial banks (Nnanna, 2014). According to Evans (2015), banking services are
available to about fifty percent of the population and more than sixty percent of the poor do not
have access to formal finance and are forced to rely on a narrow range of some risky and expensive

informal services which constraints their ability to participate fully in markets to increase their
income and contribute to economic growth (Soludo, 2008).

Though, the studies on remittances and financial development in single country analysis is not new
(such as Kak]ﬂchz}rov 2014); Matuzeviciute and Butkus (2016); and Yilmaz and Sezgin (2020));
however, extant literature on the role of remittances-financial sector development on cross country
investigation such as West African countries is sparse. It is believed that the outcome of this study
will unravel the intricate relationship between remittances arld financial sector development in

West Africa; chatting the way forward for policymakers in West Africa and other parts of the
World.

LITERATURE REVIEW

Kakhkharov (2014) examined the impact of remittances on financial development of Central,
Eastern Europe and former Soviet Union. The variables used are ratio of private credit to GDP,
inflation and remittances. Using fixed effects panel data analysistechniques, the study revealed
that remittances have a strong and positiveimpact on various measures of financial development.

Matuzeviciute and Butkus (2016) examined the impact of remittances on long-run economic
growth. Using an unbalanced panel data covering a sample of 116 countries with different
development levels over the period 1990-2014, the studied the interaction between remittances
and the level of economic development, as well as its impact on long-run economic growth—
because the impact of remittances could be influenced by the development level of the receiving
countries. In parallel, we explored the hypothesis about diminishing a country’s capacity to use
remittances for promoting long-run economic growth as the abundance of remittances increases.
To control the endogeneity while estimating the impact of remittances on long-run economic
growth, the study used OLS (ordinary least squares) with FD (first differences) transformation and
FE (fixed effects) approaches and other controls of long-run growth. The results showed that in
general remittances have a positive impact on long-run economic growth, but the impact differs
based on the country’s economic development level and thg abundance of remittances in the
economy.
39
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5016) examined the impact of repy;,

aq ( ered cconomic growth as the g o8

Mubeen, Nazam, Batool, Akram and lSl}:;dv consid e 8 :
financial development of P"m‘“f““,:::\cc:‘s remittances. foreign direct investment, jp g, 4
variable. For independent mnabln‘wth The multiple regression mves!lgéz;uon was em loyed |
exchange rate and agncullul}‘ s?,hc Jcpcnd ent and illdcpgndent ;ar}ap E?. The study g
cxamine the rdmmshuj bt(f\ ect tive and major relation with GD. of Pakistan at the S
that overseas remittances have positl +ct on economic growth, i

< tive efle
as inflation and exchange rate has unconstruct

(]p
-

impact of migration and rep-,.
he pattern and the 1mpa nd remjyg,
b cxammt.'d_( [.)eﬂ'eCts regressions and panel data ﬁOmnn L

N & .inh
guyen, Cuong and Linh ( ing Foad

on houschold welfare in Vietnam us
Houschold Living Standard Surveys =
remittances on employment of remain
households with migration and remittances
Abosedra and Fakih (2017) examined the relationship bctweenfrenn;gxg;is’ g(;mnmal : decoel
and the growth of the Lebanese economy using q}mncr ly data romf . (t)h 11.' Using Vg :
Ervor Correction Model (VECM), the results provide strong support for the coretical copgep: -

ment share a robust long-run relationship with growg

that remittances and financial develop i
Lebanon. However, the results indicate that short-run effegts on growth VOl'atlllty are statistioan
insignificant from financial development but strongly significant from remittances. These oy

extend recent findings on the financial development, remittances and growth nexus and impl'
benefits expected from remittances for a g

ddressing growth volatility in Lebanon materialize “‘r,,‘_
than those associated with financial development. 107

Cln

5010 and 2012. Overall, the effect of migration g i

ing members on home households is smal|, Por
tend to work less than people in other householda-§ |

Bhattacharya, Inckwe and Paramati (2018) examined the role of incoming remittances on finana
development for 57 highest remittance recipient economies. A long run equilibrium relationght
is established between remittances and three alternative indicators of financial developmey :
Estimates from the dynamic system-generalized method of moments reflect lower clasticity ";,'f
for developing countries compared to the developed ones. Our findings are robust across con \.'
and highlight the necessity for strengthening institutional set-ups to increase the inflq E ( 
remittances, which will enhance financial development across countries. g

Issahaku (2019) investigatedhow remittances and monetary policy independently and interacs ivel
shape the financial system of developing countries. /t employs single equation instruments
variable based estimation procedures to test the hypothesis that, to boost financial develop
remittances require a complementary domestic monetary policy framework which ensur
stability while limiting price distortions. The results show that remittances stimulate
development only in countries with a favourable monetary environment. Building on thes
a.nd emploxing various indicators of financial development, the results suggest that re;

risc to f:ushlon migrant households from the repercussions of poor financial intermediatio;
wnstitutions and unfavourable business environment in the home country.
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Bandura, Zivanomoyo and Tsaura
financial development and ec
(SADC). A sample period bet
with the utilization of GMM d
impact of remittances on eco
financial development is a

i (2019) evaluated the association of remittances inflow with
onomic growth in Southern African Development Community
Wween 2006 and 2016 on 14 countries in the region was considered
ynamic panel techniques. The findings present evidence of a positive
?s°m}C grcolm'[}‘]}; while a negative association between remittances and
: = 0 found. The results are unique since many previous studies
established a positive relationship between remittances and ﬁ(rllancial developilner:)t. The negative
rela.“O“ShIP between remittances and financial development in SADC implies investment is
mainly financed through remittances inflow since access to bank financing is very difficult.

Peprah, Ofori and Asomani (2019) examined financial development, remittances and economic
gmxyth. The study uses macro data to examine the linkages between financial development,
remittances and economic growth in Ghana. It estimate a dynamic heterogeneous Autoregressive
sttnbgted Lag (ARDL) model to show that financial booms are not, in general, growth-
enhancing, and a certain level of financial development can drag down economic growth in the

long term and the combined effect of financial development and remittances should be of concern
to policymakers.

Naceur, Chami and Trabelsi (2020) examined the relationship between remittances and financial
inclusion for a sample of 187 countries over the period 2004-2015, using cross-country as well as
dynamic panel GMM regressions. At low levels of remittances-to-GDP, these flows act as a
substitute to formal financial channels, thereby reducing financial inclusion. In contrast, when
remittance-to-GDP ratio is high, above 13% on average, they tend to complement formal access
and usage channels, thus enhancing financial inclusion.

Yilmaz and Sezgin (2020) carried out study on the impact of the remittances on the development
of financial sector in Central and Eastern European countries during the 1996-2015 period
employing LM bootstrap cointegration test of Westerlund and Edgerton (2007) and causality test
of Dumitrescu and Hurlin (2012). The findings suggested that there was cointegrating relationship
among remittances, trade openness and financial sector development. Furthermore, there was
unidirectional causality from financial development to remittances.

RESEARCH GAPS /

Though, the studies on remittances and financial development in single country analysis is not new
(such as Kakhkharov 2014); Matuzeviciute and Butkus (2016); and Yilmaz and Sezgin (2020));
however, extant literature on the role of remittances-financial sector development on cross country
investigation such as West African countries is sparse. It is believed that the outcome of this study
will unravel the intricate relationship between remittances and financial sector development in
West Africa; chatting the way forward for policymakers in West Africa and other parts of the

World.

Furthermore, the previous studies focused on credit to private sector as a measure of financial
depth neglecting interest rates that influences the level of this credit taken by private sector,
therefore creating lacuna in looking at financial depth as a measure of financial development.
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METHODOLOGY :
ORK - on-Shaw (1973) hypothesis g1
THEORETICAL FRAME‘?Q N s Mckinnon thesis g,
The &rml framework of this ,s:;dd)sgfn‘;h etal. (2010) who suggest that intereg
Chin and lro (2005); Huan@ & 7t o ppects financial sector development. Some writgp,
pegatively & uming Iris income while ofpgr.

case of financial repression N L tingih
for a saver's abst! c ion. The i 4
the intevest rate the e ference for the prescnt consumpti classica] e

Ra shuge e O B This is becaus¢ the interest rate does not depend i any

called this a real theory of inferest
monetary conditions.

MODEL SPECIFIC ATION wudy presents the econometric model of

meu: vy lhq:dsammlm ﬁ:g:;? Ll:;u:'xht:iess w)t/nire this study _will incorporate the rep:

‘::nbb in fu[:xnsc‘:abl.devclop:nem model. To address bot!\ objectn{e (:;1;: of thi§ study whj
ascertain the effect of international remuttances on financial depth in West African counts

specified:

following model qu’:ﬂREM. OPEN, ,NCIPQ nitesr;?::
ically equation 1 18 €X g i

E;?n = ?: T;Rﬁi + B,0PENy + B3INCPCit + BoINFiy + BSINTRy, + ¢,

where FD is financial depth (Proxy with Credits to private enterprises), R

Remitances received in West Africa countries, OPEN is trade openness (which is the §
import and export as a ratio of GDP following the works of Nwodo ax}d Asogwa (2018)),
is per capita income, INF is inflation, INTR is interest rate and RR is reserve requiremer
data used for this research work is secondary data which was sourced from the World Develg
Indicator covering the period of 1990 to 2019. To achieve the objectives, panel data reg

was used to analyze the data obtained. The selected countries in West Africa are Benin,

Faso, Cote d‘ivoire, Ghana, Guinea Bissau, Mali, Mauritania, Niger, Nigeria, Senegal,
Leone and Togo. :

DATA PRESENTATION AND RESULT ANALYSIS
Tabled.1: Correlation Coefficients

FD Remittances | Openness | LogGDP | Iinflation
FD 1.000
Remittances | 0.3687 1.0000
Openness 0.1474 | 0.1830 1.0000
LogGDP 0.3312 0.2041 0.1433 1.0000

Inflation 0.2534 | -0.1715 0.0501 0.1018 1.0000
Interest | 0.1124 | 0.1149 0.2159 0.0965 0.2628 1.00(
Source: Author’s Computation (2022)
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The existence of multicollin
estimators. To assess this, a
relatonship between each pair
Table 4.1. It shows that inflati
relationship) with financia] 4

canity is a problem that invalidates the estimates of regression
pair-wise correlation was conducted. This shows the nature of
of the variables used. The result of the correlation is presented in
on and interest rate have negative correlation coefficients (negative
relationship with mnittance:\:}l:rmem' More so, inflation and interest rate also have negative
correlation coefficien is | ile all other variables are positively correlated. However, the

18 less than 0.5 for all the variables. The rule of thumb is that, when the

value of correlation efficient is s inent]
: - greater than 0.8 i Iticollinearit
otherwise there is no problem of multicollint:arity.thcn e i the ool

Table 4.2: Result ofRandom Effect Models for Financial Development

Dependent Variable: Financial D
Vnri.ablc Coef. Std. l'::r:'l.c S P-Value
Remittance 6094298 1538544 3.96 0.000
Openness 106448 0227099 4.69 0.000
LogGDP 4.886598 70282 6.95 0.000
Inflation -.1560213 0279459 -5.58 0.000
Interest -.2650527 0538931 -4.92 0.000
cons -40.00053 7.211862 -5.55 0.000
Observation 372
Number of CID 12

Source: Author’s Computation (2022) /

Table 4.2 shows the model used to investigate the impact of remittances on financial development
in West Affican states. Financial development (FD) is the model's dependent variable. The
independent variables include remittances, openness, log of GDP, inflation and interest rates. The
results of the random effect model FD is positively related to remittances, openness and log of
GDP. That is, when the remittances, openness and Gross Domestic Product increased, the financial
development in West African states rises vice versa while inflation and interest rates were inversely
related to financial development. Therefore, as the inflation and interest rates rises, the financial
development of West African countries tends to reduce and vice versa.

Furthermore, the coefficients of remittances, openness, log of GDP, inflation and interest rates are
statistically significant at 1%, in the random effect model. This means that remittances, openness,
log of GDP, inflation and interest rates are all major determinants of financial development of
West African countries. In other words, the remittances, openness, log of GDP, inflation and
interest rates all impacted on financial development of West African countries. Averagely, FD
increased by .6094298 units in the random effect model due to a percent increase in remittances
into West African countries. Similarly, one percent increase in trade openness brings about 106448
units increase in FD. In addition, one percent increase in gross domestic product brings about
4.886598 units increase in FD while a percent increase in inflation and interest rates leads to
.1560213 and .2650527 decreases in financial development of West African countries respectively.
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Table 4.3: Test results  Br cusch-Pagan Hausman test : a
L

Result 0 .
L Lagran ¢ Multiplier M) Test o E
: G ~value
L Fit- 5
1ODEL Statistics | P-value gt;:lShcs 2
ED 60.79 0.0000 , -

Source: Author’s Computation (2021)

i = Lagrange Multiplier (BIf) Ter..t
Interpretation ofResult of Breusch-Pagan gs et i a e ofﬁ

The BP test has a drawback because it assume 3 ) tion of th
independent variables. Table 4.3 shows the findings of BP tests, Whlch. are consistent in rejegyj
. As a result, the statistical evidence suggests that paye

the null hypothesis of homoskedasticity. : \
data rcgreg)i(;n with fixed and random effects is the most suited technique for the models,

Interpretation ofResult of Hausman Test . ‘
When both fixed and random effects models exhibit good fit, the Hausman test is used to ex

and determine which model is best. The Hausman test's null hypothesis is that a random effeg

model is better or more consistent than a fixed effect model. Use the fixed effect model if the ny

hypothesis is rejected; otherwise, use the random effect model. The chi-square statistics f
financial development of West African countries in the Hausman test finding provided in table4
is 9.74, with P-values of 13.92. Because the P-value is greater than 5% level of significance, ti
null hypothesis is not rejected, and the result of the random effect model supersedes empirical
assumptions about the relationship and impact of the independent variables in both models.

CONCLUSION AND RECOMMENDATIONS -
Based on the results of the study, it was concluded that remittances, trade openness, log of GDP

inflation and interest rates have significant impact on financial development of West African
countries. Therefore, the study recommends that economic policies that will keep inflation an
interest rates down and achieve economic growth need to be encouraged by policy makers in ord

to get better performance of the financial sector. Furthermore, an enabling environment shouldb
provided by regulators of financial institutions which will open the economy to international d
and also attracts international remittances in order to improve the financial institutions in Wes
African countries. :

REFERENCES j
Aboseélra, Sl.l& lfle_lhklh Q (2017). Assessing the Role of Remittances and Financial Deepeningi
rowth: e Experience, of Lebanon. Global E 7(1). dot

https://doi.org/10.1515/gej-2015-0059. : Sonomy Jenenrl, S

Adam, R. H. (2004). Remittance and Poverty in Guatemala”. W icy Res
_Working paper 3418: Washington DC: World Bank. Gl Gt L

Adeyi, E 0.(2015). Bemntances and Economic Growth: An EmpiricalEvidence from Nigeria L
Sri Lanka, Basic Research Journal of Education Research and Review, 4(5); 91-97-

44

ST D T SR R —— et



